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A Defense of the Straight-Line Method
By Oliver May
It is sometimes urged against the straight-line method of pro­
viding for depreciation that the charge should be greater in the 
earlier years, either because the earning capacity is likely to 
decline rapidly (as is the case of the luxury liners) or because 
maintenance will be greater in later than in earlier years; and 
that the diminishing balance method is, therefore, sounder. On 
the other hand, it is argued that the method is unscientific in that 
it ignores the element of interest, and is in this respect inferior to 
the sinking-fund method.
It is obvious that by combining the two methods, the objec­
tions, in the one case that the early years are undercharged and 
in the other that they are overcharged, will tend to offset one 
another. It has, therefore, seemed to be worth while to consider 
the effect of combining the two. Probably the most important 
life period in depreciation calculations of larger items is in the 
neighborhood of twenty years. The following table has been 
prepared to show the annual charges against income under the 
various methods in the case of property with an estimated life of 
twenty years and a salvage value of approximately 4 per cent., 
the rate of accumulation on the sinking fund being assumed to 








Year fund (14.82%) line balance (5%)
1 $ 33,932 $148,240 $ 47,980 $ 50,000
2 35,120 126,265 47,980 49,250
3 36,349 107,547 47,980 48,599
4 37,621 91,605 47,980 48,044
5 38,938 78,025 47,980 47,581
6 40,301 66,459 47,980 47,211
7 41,711 56,607 47,980 46,929
8 43,171 48,215 47,980 46,733
9 44,682 41,068 47,980 46,623
10 46,246 34,980 47,980 46,596
11 47,864 29,795 47,980 46,652
12 49,540 25,378 47,980 46,788
13 51,274 21,616 47,980 47,003
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Sinking balance Straight diminishing
Year fund (14.82%) line balance (5%)
14 $ 53,068 $ 18,411 $ 47,980 $ 47,297
15 54,926 15,682 47,980 47,670
16 56,848 13,357 47,980 48,119
17 58,838 11,377 47,980 48,644
18 60,897 9,691 47,980 49,247
19 63,028 8,254 47,980 49,926
20 65,234 7,031 47,980 50,680
$959,588 $959,603 $959,600 $959,592
From the above table it can be seen that the annual additions 
to the depreciation under the combined sinking-fund and dimin- 
ishing-balance method fairly closely approximate those under the 
straight-line method. In practice, the difference would be small 
in comparison with the adjustments likely to arise from partial 
replacements, premature retirements, etc. and the very important 
considerations of simplicity and intelligibility lend their support 
to the straight-line method.
Of course, the longer the period the greater is the influence of 
the interest factor in the calculation; therefore, if the combined 
method is adopted with a uniform rate of interest, the use of the 
rate which under the straight-line method would depreciate the 
property 100 per cent will tend to create an over-provision in 
the case of property having a life substantially more than twenty 
years and an under-provision in the case of property having a life 
substantially less than twenty years. The following table shows 
the percentage of the property which will be written off assuming 
various combinations of terms and depreciation and interest rates:
Term Fifteen years Twenty years Twenty-five years
Depreciation
rate 7% 7½% 8% 5% 5½% 3½% 4% 4½%
Interest rate:
2½% 90.45 91.91 98.83
3 % 92.48 90.48 96.02 90.65 99.05
3½% 93.10 96.61 89.52 95.96 101.91 97.64 106.82
4 % 93.21 97.22 100.98 94.91 101.82 105.24
4½% 97.38 101.54 100.68
5 % 101.65
One may conclude that the two main criticisms to which the 
straight-line method has been subjected are to a large extent 
mutually destructive, and that this method emerges as the simple 
middle course which, as so often is the case, is superior to either 
extreme.
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For those interested in the mechanics of the computation, the 
formula and an example of the detail calculations of the combined 
sinking-fund and diminishing-balance method are given below:
Original value—scrap value=d ((l-i)n-(l—d)n)
i+d
Where i= Interest rate.
d=Rate applied to diminishing balance.
Calculation of reserve for depreciation by combined sinking-fund 
and diminishing-balance method in the case of $1,000,000 asset with 










Year diminishing balance of sinking to fund and
balance at undepreciated fund during depreciation
5% value at 3½% year at end 
of year
1 $ 50,000 $950,000 $ 50,000 $ 50,000
2 47,500 902,500 $ 1,750 49,250 99,250
3 45,125 857,375 3,474 48,599 147,849
4 42,869 814,506 5,175 48,044 195,893
5 40,725 773,781 6,856 47,581 243,474
6 38,689 735,092 8,522 47,211 290,685
7 36,755 698,337 10,174 46,929 337,614
8 34,917 663,420 11,816 46,733 384,347
9 33,171 630,249 13,452 46,623 430,970
10 31,512 598,737 15,084 46,596 477,566
11 29,937 568,800 16,715 46,652 524,218
12 28,440 540,360 18,348 46,788 571,006
13 27,018 513,342 19,985 47,003 618,009
14 25,667 487,675 21,630 47,297 665,306
15 24,384 463,291 23,286 47,670 712,976
16 23,165 440,126 24,954 48,119 761,095
17 22,006 418,120 26,638 48,644 809,739
18 20,906 397,214 28,341 49,247 858,986
19 19,861 377,353 30,065 49,926 908,912
20 18,868 358,485 31,812 50,680 959,592
$641,515 $318,077 $959,592
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